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REVIEW OF THE FIRST QUARTER OF THE YEAR 
CHARLES J. BULLOCK 

T HE first quarter of I92I was marked by continued 
liquidation which brought, week after week, new 

evidences of trade depression which attained a scope 
and reached a depth well calculated to produce dismay 
and profound pessimism. Industries which had been 
slightly affected until the turn of the year began to en- 
counter a slackening of demand. The prices of a few 
basic products, already depressed, fell to levels lower 
than those obtaining in I9I4, and the trend of wholesale 
prices continued to be sharply downward. The Euro- 
pean outlook remained dark; the trade of the world 
seemed dislocated beyond the hope of immediate 
remedy; and, in this country, the financial embarrass- 
ments of our railroads forced themselves sharply into 
the foreground at a most inconvenient juncture. Upon 
the surface the developments of the quarter brought 
little reassurance and impressed upon many persons the 
conviction that a long period of " hard times " lies ahead 
of the entire world. 

Yet it is probable that, in spite of all the discouraging 
developments, the first three months of I92I saw, in 
the United States at least, the first evidences of a turn 
in the tide. Liquidation never proceeds with even step 
in all industries, and the first signs of industrial revival 
always come when the tide seems to be running strongly 
outward. Retail trade, which had suffered less than 
might have been expected, began to register a definite 
improvement with the first of the year and continued to 
move in a volume which was bound to lead presently to 
an increased, though conservative, demand for manu- 
factured goods. Basic materials continued to feel the 
depression which has gripped the world markets upon 
which they depend, but various lines of manufacture, 
notably textiles, which had adjusted themselves to the 
inevitable, began to recover from the profound depres- 
sion of last December. 'The improvement in such lines 
was gradual and halting. January showed an increased 
demand which indicated that the previous deadlock had 
been broken; February brought hesitation and a fear 
that the improvement of the previous month was a mere 
flash in the pan. In March the trend was again up- 
ward but with renewed signs of hesitation at the end of 
the month which again produced gloomy forebodings. 
April has shown that these forebodings were not justi- 
fied, and has brought definite evidence of improvement 
in the automobile and some other industries so that, at 
the time of writing, there is ground for believing that in 
lines of business that depend chiefly upon domestic 
demand the tide has definitely turned. General condi- 
tions, of course, are still decidedly "spotty." Bank 
clearings outside New York City registered a consider- 
able increase in March, but freight tonnage has not yet 
begun to improve. Unemployment has perhaps passed 

the peak, but many industries are still operating at a 
small percentage of their capacity. Such increases as 
have occurred in the volume of business have frequently 
been made at the expense of profits. But movement 
had to come first; and if it continues, profits will pres- 
ently follow. Business is still depressed, but there have 
been encouraging developments since the first of the 
year which indicate that the end of the present move- 
ment of liquidation is in sight. 

The most uinsatisfactory conditions are found in in- 
dustries which are largely dependent upon foreign 
demand and those in which liquidation, either through 
choice or necessity, has been deferred. Staple agricul- 
tural products and such metals as copper are probably 
in the worst case, and it is hard to see how improvement 
can occur until there is a considerable increase of foreign 
demand. In these lines production had been stimu- 
lated during the war, and the decline of export trade has 
had most serious consequences.- Better provisions for 
financing foreign trade will, undoubtedly, help the 
situation, but readjustment cannot be complete until 
political and economic stability are restored in Europe 
and the trade of the world returns to a normal basis. 
Deferred liquidation accounts largely for the unsatisfac- 
tory conditions prevailing in the iron and steel and the 
construction industries. The recent revisions of the 
Steel Corporation's prices, if they are adequate to the 
requirements of the situation, will presently bring an 
increase of activity; but they seem to leave prices 
somewhat out of line with the levels reached in other 
lines of manufacture and create the expectation that 
further reductions accompanied by cuts in wages are 
still to come. In the construction industry prices of 
some materials have receded slowly; and while labor 
has become more efficient, labor costs still remain high. 
The level of construction costs is probably too high to 
encourage operations that can be deferred, so that this 
industry cannot be said to have readjusted itself to the 
conditions that will have to be met. Since the first of 
April there have been further recessions in the prices of 
certain materials and the liquidation of labor has made 
some headway, so that the present outlook is more en- 
couraging than at any time since it became evident that 
capital will not take further risks with the high con- 
struction costs that resulted from the war. 

Retail prices continue to recede, but at a slower rate 
than wholesale. This has led to complaint in various 
quarters and to the suspicion that what is called "prof- 
iteering" still continues. It has to be borne in mind, 
however, that the war has increased the cost of retail 
distribution. Rents are higher, and wages and salaries 
will probably remain upon a higher level than prevailed 
in 1914. Readjustment of retail prices is under way, 
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and will doubtless continue; but when it is completed, 
we shall probably find that the cost of retail distribution 
is higher than it was before the war. 

The problem here involved is one that is common to 
all industries in which direct labor cost constitutes a 
large proportion of the entire cost of operation. Labor, 
like other commodities, is now in the process of liquida- 
tion, and the high levels of money wages which were 
reached during the period of inflation are in process of 
readjustment to the conditions produced by the pres- 
ent period of deflation. But unless previous experience 
counts for nothing, it is not to be expected that money 
wages will return to pre-war levels. Except in so far as 
increased efficiency or improvements in methods of 
production and distribution may offset higher money 
wages, we must reckon with a permanent increase of 
labor costs. This will tend to increase permanently the 
price of commodities which require a large amount of 
labor as compared with commodities into which labor 
enters as a less important element of cost. In general 
this means that the spread between the price of raw 
materials and that of manufactured products will be 
greater than it was in I9I4, except in so far as increased 
efficiency or improved methods may offset the influence 
of higher rates of money wages; and for the same reason 
it will tend to increase the cost of retail distribution. 

That our foreign trade should be seriously affected by 
the events of I92I was, of course, inevitable. Europe's 
needs were so great that, in spite of adverse conditions 
of exchange, her purchases remained large until the end 
of the year, although they declined from the high point 
reached in January I920. Increased exports to North 
and South America and Asia offset for a time the di- 
minished purchasing power of Europe, so that during 
the last quarter of I920 our excess of exports stood at 
the very high figure of $I,228,ooo,ooo. The first three 
months of the present year have brought a rapid decline 
of exports, which have fallen to a monthly average of 
approximately $509,000,000. Imports have declined 
still more rapidly, showing a monthly average of $225,- 

ooo,ooo and leaving an average monthly excess of ex- 
ports of $284,000,000. There is much uncertainty as to 

what our monthly statistics of exports and imports 
represent, and we know that the published figures do 
not record accurately the movements of particular 
months. But taking them by quarters they probably 
show approximately the general trend of export and 
import trade, and we may conclude that exports are on 
the decrease and that, on account of the industrial de- 
pression in the United States, imports have decreased 
even more sharply. The result is that the country's 
foreign trade is still unstabilized, and that our inter- 
national commercial relations are still out of adjustment. 
This is one of the great problems of the immediate 
future upon the solution of which the character of the 
next business cycle in the United States will largely 
depend. Unless we are prepared to receive imports in 
greatly increased volume or to extend foreign credits on 
a very extensive scale, our exmport trade must inevitably 

undergo a severe decline, which will affect most seri- 
ously those branches of production which are dependent 
upon foreign markets. 

Banking conditions have steadily improved since the 
turn of the year. Member banks are reducing their 
debts to the federal reserve banks, and the latter are 
retiring their notes and otherwise reducing their de- 
mand liabilities. Gold imports have contributed in a 
marked degree to strengthening the banking situation, 
and between December 30, I920 and April I5, I92I the 
reserve ratio of the federal reserve banks has increased 
from 43.7 per cent to 53.7 per cent. Under such condi- 
tions money has gradually become somewhat easier, 
and commercial rates have begun to decline. These 
developments have been fully discussed from month to 
month in the REVIEW OF ECONO1C STATISTICS and 
need not be considered at any length in this article. An 
easier money market is probably in prospect, and both 
speculative and business activity will probably feel the 
effects of such a change. It is to be remembered, how- 
ever, that much necessary financing, both domestic and 
foreign, must be carried through during the next few 
months, and that preparation must be made for the 
seasonal demands of the summer and fall. It seems 
unlikely, therefore, that money conditions will be favor- 
able for an outburst of bullish enthusiasm, even if other 
circumstances warranted such a development. We have 
come through a severe period of liquidation without 
disaster, and the banking situation is now very greatly 
improved; but so many difficult problems lie ahead that 
every dictate of prudence calls for conservative financial 
policies. 

In this connection it is well to advert to the remark- 
able movement of gold toward the United States, which 
has occurred in recent months. During the first quarter 
of I92I we imported not less than $i83,000,000 of the 
yellow metal, while our exports amounted to less than 
five millions. Our position as a creditor nation accounts 
readily enough for this development, and it seems prob- 
able that further gold imports are in prospect. During 
1920 it was fortunate that we were not exposed to a 
drain of specie and that, instead of having to meet such 
an awkward condition, we actually imported a net 
excess of $io6,6oo,ooo gold.' But a continuation of the 
inflow will be detrimental if it results in a renewed ex- 
pansion of bank credit premised on the assumption that 
we can keep in this country our present proportion of 
the world's stock of the money metal. Sooner or later 
the countries now suffering from deranged paper cur- 
rencies will put their houses in order, and will seek to 
return to a gold standard, even though it may not be 
the same standard that prevailed in 1914. When this 
occurs, there will be a demand for gold similar to that 
which developed a generation ago when the gold stand- 
ard came into general vogue in Europe and elsewhere. 

1 Total imports of gold in I920, however, were inclusive of $II2,000,000 

formerly held, for account of the federal reserve banks, by the Bank of 
England, and returned late in the year to this country so that the federal 
reserve gold holdings did not increase as a result of the "net excess" of gold 
imports last year. 
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Against such a time, we must be duly prepared; and 
this we cannot be, if we use current gold imports as a 
basis for further credit expansion. The problem is one 
primarily for the Federal Reserve Board to deal with; 
but whatever policies they adopt, they will need and 
should receive the full support of the business com- 
munity. Wisely handled, our increasing gold reserves 
can be made a factor of safety of incalculable value in 
the next time of stress and storm. But if they lead us 
into another period of credit inflation, they will bring a 
day of reckoning perhaps as severe as that through 
which we have recently passed. 

Liquidation of frozen credits is proceeding slowly, but 
the process is well under way. It has turned out that 
many concerns are more seriously involved than was at 
first supposed; and as facts of this nature become more 
fully developed, the conclusion is frequently drawn 
that the credit situation, instead of improving, has 
become steadily worse. Such an inference is unwar- 
ranted, and is based upon a confusion between bank 
credit and private credit. The strain on the banks 
probably reached its peak around the first of September, 
but even then it was evident that seasonal and other 
demands would be met without serious difficulty. But 
individual embarrassments and bankruptcies steadily 
grew in number until the first of the year, and their full 
extent was not always realized until somewhat later. 
The liquidation of I920 has left many frozen credits 
which cannot be thawed out until prosperity returns, 
and its aftermath will be felt for a long time to come. 
But in this there is nothing unusual; it is, rather, what 
was to be expected. Liquidation is seldom or never 
complete when declines of speculative and business 
activity have run their course, and have been succeeded 
by an upward swing which brings a new period of pros- 
perity. One business cycle normally bequeaths to its 
successor a number of unpleasant things which only 
time and prosperity can cure, so that in this respect the 
present situation is not abnormal and merely presents 
another case of history repeating itself. Whether, upon 
the whole, the liabilities which will have to be carried 
forward into the next business cycle will exceed in num- 
ber and magnitude those which have had to be reckoned 
with in times past, is a question which admits of no 
present answer. 

Such improvement in general business conditions and 
sentiment as has occurred since the first of the year, has 
been clouded to a considerable extent by the financial 
difficulties in which most of our railroads are now in- 
volved. It was known that during the time when their 
income was guaranteed most of the roads were not pay- 
ing their way, and it was evident that difficulties would 
arise when the guaranty came to an end. Unfortu- 
nately, when this time arrived, business was on the 
down grade; and naturally railroad earnings were 
seriously affected. While the cost of coal and other 
supplies has declined, wages have remained at the war 
level; and it has been impossible to cut down the num- 
ber of employees sufficiently to reduce payrolls to the 

requirements of the situation. The first quarter of I92I, 

instead of bringing relief, saw matters go from bad to 
worse, and developed a situation that has seemed to 
portend an era of receiverships even more serious than 
that which followed the panic of I893. Fortunately, 
since the first of April there have been developments 
which promise relief from excessive labor costs; but, 
even now, it is a question whether changes can be made 
in time to avert a number of receiverships. It is a 
serious defect of our methods of regulating public utili- 
ties that relief from intolerable conditions can seldom 
be secured before deterioration of service and actual or 
impending bankruptcies force our regulating bodies to 
appropriate action. The present situation is that the 
country does not want government ownership of rail- 
roads, and that relief from exorbitant wage demands 
must be had if government ownership and operation (at 
a huge deficit) is to be averted. The developments of 
the last fortnight indicate that relief may be at hand, 
and justify a more hopeful view of the situation than it 
would have been reasonable to entertain a month ago. 
Relief may not come in time to prevent some receiver- 
ships, but, at the time of writing, there is reason for 
hoping that it may be secured in time to avert a general 
collapse of railroad credit. If the next six months can 
bring a solution of the problem, they will dispel one of 
the most ominous clouds that now darken a difficult 
business situation. 

Another domestic problem which presses for settle- 
ment is the readjustment of federal taxation to condi- 
tions of peace. In order to meet a great emergency the 
government has been imposing upon large incomes and 
corporation profits, taxes of unprecedented magnitude 
which were levied on the theory that wealth should pay 
the greater part of the expenses of the war. Assuming 
for present purposes that this theory was sound and 
that during the emergency these taxes had the intended 
effect, it has become evident that things are not now 
working out in the manner desired and that immediate 
changes are imperatively demanded in the interest of all 
concerned. Whether we consider their effect upon 
business or upon investments, it is clear that a change 
cannot come too soon. In the case of business the effect 
of the war taxes during the year I920 was to absorb so 
large a part of the current income or liquid assets as to 
contribute very greatly to the embarrassments of the 
period of liquidation. Tax payments required the re- 
newal of many loans that should have been paid, and 
made it difficult or impossible to make provision for the 
inevitable shrinkage of inventories. In numerous cases 
the taxes were imposed in respect of profits that never 
existed except on paper, and were certain to disappear 
or to be turned into losses when the reaction came. 
Whether they were a major or a minor factor in the 
embarrassments of the last year may be difficult to 
determine; but that they were a factor of material im- 
portance can be doubted by no one conversant with 
the facts. For many concerns which managed to earn a 
substantial profit on the operations of the past year the 
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taxes payable in I92I remain as a continuing cause of 
slow liquidation of outstanding loans and embarrass- 
ment in financing current operations. Nothing but a 
period of prosperity will thaw out many of the credits 
which are now frozen, and even this will not avail if an 
undue proportion of future profits is required for the 
payment of taxes. 

Upon investment conditions the result has been 
almost equally bad. The rates of the surtax levied upon 
large incomes have been so high as to divert the demand 
from taxable securities representing investments in 
industry into non-taxable bonds representing govern- 
mental expenditures which in many cases have been 
unwarranted and extravagant. When the demand for 
capital was most urgent, and money strain was clearly 
in evidence, projects for governmental enterprises which 
might well have been postponed until slack times were 
initiated and carried through by means of tax-exempt 
bonds. Thus industry has been obliged to obtain 
money upon usurious terms in competition with non- 
taxable public loans floated at the rate of 5 or 6 per cent. 
Thus also home owners have been obliged to renew 
mortgages at high rates of interest, and the creation of 
new tax exemptions has been demanded in order to 
finance construction needed to meet acute demands. 
However good the original intent of the present tax laws 
and however well they may have served their purpose 
during the war, it is clear that they are no longer fulfill- 
ing their intent and that they serve no good purpose in 
time of peace. 

Abolition of the excess profits tax seems likely to 
come about by almost general consent. Reduction of 
the excessive rates of surtaxes upon large incomes and 
appropriate action to check the increase of tax exempt 
securities are also necessary if business is to have a fair 
chance to secure capital upon reasonable terms. These 
changes will reduce the revenue of the government, and 
will probably require additional taxes in order to provide 
the revenue that will be needed during the next two or 
three years. 

Political and economic conditions in Europe have not 
shown the improvement which we hoped for in Janu- 
ary, when we presented our review of the year I920. 

The Russian situation we have not professed to under- 
stand, and have not attempted to elucidate. The German 
reparation payments have not yet been determined, 
as we thought a few months ago they might be. In 
our view of the case the German government has not 
yet approached the subject in the right spirit, while, on 
the other hand, the expectations and the actual pro- 
posals of the Allied governments have been excessive. 
With the best will toward France and the other coun- 
tries that suffered from German devastations we have 
been unable to view as an economic possibility a series 
of annual payments rising to six billion gold marks with 
a surcharge of 12 2 per cent of the value of German 
exports. It is clear that concessions must be made on 
both sides, and there is now some evidence that the two 
parties are nearer together than they seemed to be a 

couple of months ago. We have no information on the 
subject that is not possessed by others who have given 
it careful study, and can only record our belief that the 
last month has brought the matter appreciably nearer 
to a solution. Even if no adjustment is reached before 
the first of May, when further occupation of German 
territory may occur, we do not believe that this will 
mean a renewal of war in Europe or that it will neces- 
sarily imply an intention to destroy Germany. The 
evidence in the case justifies the belief that additional 
military pressure will be applied in a manner that will 
produce economic pressure sufficient to gain the desired 
results, and that the outcome will be a settlement which 
in respect of the amount and methods of the reparation 
payments will come within the range of what is economi- 
cally possible. 

Apart from the matter of German reparations the 
last three months have brought various reassuring de- 
velopments. It seems unlikely that Poland and Rou- 
mania will have to face Russian attacks during the 
coming summer. The spectre of Bolshevist uprisings 
in western Europe has now been pretty well laid. In 
other respects the general trend of things seems to be in 
the direction of political stability. So far as economic 
reconstruction is concerned, it is clear that gradual 
progress is being made; and this will be evident to any 
one who will read the address delivered by Secretary 
Hoover at Philadelphia, on April i6th, upon the fearful 
economic conditions which Europe faced at the time of 
the armistice but has somehow managed to live through. 
As we observed last January, the work was one that 
required time, patience, and a gradual restoration of 
production and trade, chiefly by individual labor and 
thrift. Governments have both helped and hindered; 
international commissions have made noteworthy con- 
tributions to the healing processes; but the main thing 
has been the turning of individual efforts from the work 
of war to the work of peace. We do not underestimate 
the difficulties that remain, but believe that a compari- 
son of the Europe of November I9I8, depicted by Mr. 
Hoover, with the Europe that we have today gives 
reason for confidence as to the outcome. 

As noted elsewhere in this number, the movement of 
our index chart during March gives some reason for 
thinking that the general decline of business activity 
and commodity prices in the United States is approach- 
ing its end. The developments of that month will need 
to be confirmed by those of April before we shall be jus- 
tified in believing that the end has really come. In the 
improvements that have taken place in some lines of 
industry since the first of the year there have been al- 
ternations of recovery and depression, and the same 
may be true of the business situation as a whole. Our 
curve representing business may have its ups and its 
downs for several months before it begins a steady up- 
ward movement. The construction industry has not 
yet liquidated, and the iron and steel industry, in spite 
of recent price concessions, may not yet have reached 
bottom. Retail prices are not yet readjusted to whole- 
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sale. Labor is only partially liquidated, and our rail- 
roads face a bad situation which may not be remedied in 
time to avert unpleasant consequences. Most serious 
of all is the depression in markets for staple agricultural 
products. The favorable developments since the first 
of the year have been the improvement in industries 
which were earliest liquidated, the great improvement 
of the banking situation, and the recent evidences of 
easier money. These seem to us to indicate that favor- 
able factors will probably predominate over unfavor- 
able during the next two or three months, and that the 
general situation will improve to such an extent that it 
will be evident that liquidation has run its course. 

In a situation that presents so many uncertainties, 

domestic and foreign, it is evident that there may be 
unexpected developments which will upset all calcula- 
tions. But the developments of the last quarter have 
been such as to give us today more grounds of confidence 
than of apprehension. As to what will happen when 
liquidation has finally run its course, we have as yet 
expressed no opinion. The new business cycle which 
will begin when speculation and business enter upon 
their next upward swing will, of course, be affected by 
the conditions left by the present cycle. These condi- 
tions may enable us, at the proper time, to make a 
general forecast; but, for the present, it must suffice to 
present this analysis of the factors now operative in the 
last phase of the cycle which began in the spring of I9I9. 
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